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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Community  Planning  and 
Development 

24  CFR  Part  511 

[Docket  No.  R-63-1401;  FR  2472] 

Rental  Rehabilitation  Grants 

agency:  Office  of  Community  Planning 
and  Development,  HUD. 
action:  Interim  rule. 

summary:  This  interim  rule  implements 
sections  150  (a),  (c),  (d),  (e)  and  311  of 
the  Housing  and  Community 
Development  Act  of  1987.  These 
provisions  make  a  number  of  changes  in 
the  Rental  Rehabilitation  Grant  Program 
authorized  by  section  17(a)(1)(A)  of  the 
United  States' Housing  Act  of  1937  and 
codified  at  24  CFR  Part  511.  The  major 
changes  herein,  which  apply  to  grantees' 
uncommitted  funds  from  prior  years  as 
well  as  FY 1988  funds  unless  otherwise 
stated,  include  (1)  increasing  the  $5,000 
per-unit  limit  on  the  amount  of  rental 
rehabilitation  assistance  for  any  project 
by  means  of  a  scale  ranging  from  $5,000 
to  $8,500,  depending  on  the  number  of 
bedrooms  in  the  unit:  (2)  permitting 
grantees  to  use  up  to  the  full  amount  of 
any  rental  rehabilitation  funds  they 
receive  from  FY  1988  and  later  years’ 
appropriations  to  rehabilitate  units  with 
one  bedroom  or  less  to  meet  applicable 
seismic  standards  imposed  by  the  units 
of  general  local  government  within 
which  the  rehabilitated  units  are 
located,  if  the  initial  occupants  of  ihe 
units  have  incomes  not  in  excess  of  50 
percent  of  the  median  area  income:  (3) 
allowing  grantees  (except  those  in  HUD- 
administered  State  programs)  to  use  up 
to  10  percent  of  any  initial  rental 
rehabilitation  grant  amounts  that  they 
receive  from  FY  1988  and  later  year 
funds  for  administrative  expenses  in 
carrying  out  their  rental  rehabilitation 
programs:  and  (4)  allowing  States  to  use 
funds  allocated  in  “prior  years”  for 
projects  located  in  FmHA  Title  V- 
eligible  areas  until  September  30, 1989 
for  demonstration  purposes.  Two  other 
1987  Act  amendments,  one  making 
eligible  for  rental  rehabilitation 
assistance  real  property  that  will  be 
privately  owned  upon  completion  of 
rehabilitation,  and  the  other  making 
eligible  property  owned  by  certain  non¬ 
profit  organizations,  are  not 
implemented  by  this  interim  rule,  for 
reasons  explained  under 
“SUPPLEMENTARY  INFORMATION”  below. 
DATES:  Effective  Date:  Sentember  12, 
1988. 


Comments  Duo  Date;  September  6, 

1988. 

ADDRESS:  Interested  persons  are  invited 
to  submit  comments  to  the  Rules  Docket 
Clerk,  Office  of  General  Counsel,  Room 
10276,  Department  of  Housing  and 
Urban  Development.  451  Seventh  Street, 
SW.,  Washington,  DC  20410. 
Communications  should  refer  to  the 
above  docket  number  and  title.  A  copy 
of  each  communication  will  be  available 
for  public  inspection  during  regular 
business  hours  at  the  above  address. 

FOR  FURTHER  INFORMATION  CONTACT: 
Mary  Kolesar,  Director,  Rehabilitation 
Management  Division,  Office  of  Urban 
Rehabilitation,  Room  7162,  Department 
of  Housing  and  Urban  Development,  at 
the  above  address,  telephone  (202)  755- 
5970.  (This  is  not  a  toll-free  number.) 
SUPPLEMENTARY  INFORMATION:  This  rule 
implements  sections  150  (a),  (c),  (d),  (e) 
and  311  of  the  Housing  and  Community 
Development  Act  of  1987  (Pub.  L.  100- 
242,  approved  February  5, 1988)  (the 

1987  Act).  Section  150  makes  a  number 
of  changes  in  the  Rental  Rehabilitation 
Program  authorized  by  section 
17(a)(1)(A)  of  the  United  States  Housing 
Act  of  1937  (the  1937  Act)  and  codified 
at  24  CFR  Part  511.  The  changes  include 
the  following; 

1,  Technical  assistance.  Section  150(a) 
of  the  1987  Act  requires  that,  from  the 
overall  rental  rehabilitation 
appropriations  for  each  of  Fiscal  Years 

1988  and  1989,  $1.5  million  shall  be 
available  for  technical  assistance, 
including  the  collection,  processing,  and 
dissemination  of  program  information 
useful  for  local  and  national  program 
management.  The  rule  incorporates  the 
statute’s  illustrative  listing  of  the  types 
of  eligible  technical  assistance  at 

§  511.3. 

2.  Property  eligible  for  rehabilitation. 
Section  150(b)  makes  real  property  that 
will  be  privately  owned  upon 
completion  of  the  assisted  rehabilitation 
eligible  for  rental  rehabilitation 
assistance.  This  provision  allows  HUD 
to  disburse  grant  funds  to  pay  for 
eligible  rehabilitation  costs  prior  to  the 
occurrence  of  a  condition  upon  w’hich 
eligibility  depends — transfer  of  property 
not  currently  privately  owned  to  an 
eligible  private  owner,  as  defined  in  the 
statute  and  I  lUD's  regulations.  Such  a 
provision  requires  precise 
implementation,  since  grantees 
expending  funds  for  projects  subject  to 
subsequent  eligibility  conditions  are  at 
risk  of  being  required  to  repay  the  grant 
from  their  own  funds  if  the  condition  is 
not  met.  Grantees  need  to  know  the 
terms  that  must  be  met  with  respect  to 
the  future  transfer  to  private  ownership, 
before  accepting  the  risk  of  spending 


their  grant  funds  for  such  projects. 
Similarly,  to  protect  against 
unauthorized  use  of  grant  funds  and 
waste  and  inefficiency,  HUD  must 
establish  clear  deadlines  for  meeting  alt 
relevant  eligibility  conditions,  and  it 
must  monitor  and  enforce  those 
deadlines.  HUD  is  still  considering  how 
best  to  implement  section  150(b).  In  the 
interest  of  expediting  the  issuance  of 
regulations  on  the  other  1987  Act 
amendments,  some  of  which  are 
relevant  to  States  deciding  whether  to 
administer  their  own  1988  fund 
allocations  or  to  elect  to  have  HUD  do 
so,  HUD  has  decided  to  issue  this 
interim  rule  and  to  issue  a  separate  rule 
to  implement  section  150(b).  HUD  still 
expects  to  issue  such  a  rule  before  the 
end  of  FY  1988.  In  the  meantime, 
grantees  are  not  permitted  to  commit  or 
disburse  funds  to  publicly  owned 
projects. 

3.  Property  owned  by  certain  non¬ 
profit  organizations.  Section  150(f)  of  the 
1987  Act  addresses  real  property  that  is 
owned  by  a  State  or  locally  chartered, 
neighborhood-based,  nonprofit 
organization,  the  primary  purpose  of 
which  is  the  provision  and  improvement 
of  housing.  This  amendment  is  not 
expressly  implemented  by  this  interim 
rule.  HUD  believes  that  the  principal 
purpose  of  this  amendment  is  either 
already  satisfied  by  existing  regulations 
and  policy  or  can  be  satisfied  without 
regulatory  changes.  In  general.  State  or 
locally  chartered  nonprofit  corporations, 
whether  or  not  they  are  neighborhood- 
based,  or  are  housing-oriented,  are 
already  viewed  by  HUD  as  eligible  to 
own  rental  rehabilitation  projects, 
provided  that  they  are  not  controlled  by 
a  public  body  itself  or  by  individuals 
acting  on  behalf  of  a  public  body. 

HUD  may  clarify  its  position  on 
publicly  controlled  entities  in  the 
separate  rule  on  “property  that  will  be 
privately  owned  upon  completion  of 
rehabilitation”  referred  to  above. 

4.  Per  unit  grant  limits.  Section  105(c) 
of  the  1987  Act  increases  the  $5,000  per- 
unit  limit  on  the  amount  of  rental 
rehabilitation  grants  that  grantees  may 
commit  to  any  project,  by  means  of  a 
sliding  scale  depending  on  the  number 
of  bedrooms  in  each  dwelling  unit,  as 
follows: 

•  $5,000  for  units  with  no  bedrooms. 

•  $6,500  for  units  with  one  bedroom.’ 

•  $7,500  for  units  with  two  bedrooms. 

•  $3,500  for  units  with  three  or  more 
bedrooms. 

Section  511.10(e)(2)  of  the  former 
regulations  stated  the  existing  $5,000 
per-unit  limit  in  terms  of  an  average 
amount.  Thus,  for  a  project  containing 
tw'o  three-bedrocm  units  and  twm  one- 
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bedroom  units,  or  four  units  in  all,  the 
previous  oiverail  limit  was  $20,000 
($5,000  multiplied  by  four  unrtsj,  but  the 
actual  amount  spent  for  a-given  unit  /.  . 
could  exceed  $5,000,  so  long  as  the  total 
expeftded  on  all  four  units  was  within 
the  $20,000  overall  project  Hmit.  Tins 
rule  continues  this  concept,  by  - 
specifying  that  the  amount  of  a  rental  ^ ' 
rehabilitation  grant  expended  for  any 
project  may  not  exceed  the  sum  of  the 
applicable  dollar  limits  for  each  unit  in 
the  project.  Thus,  under  the  new  per-unit 
subsidy  provision,  the  same  four-unit 
project  could  receive  up  to  $30,000 
($8,500  X  2=$17,000.  plus 
$6,500X  2=$13,000,  for  a  total  of  $304X)0) 
in  subsidy  as  long  as  die  total 
reliabilitation  cost  was  $80,000  or  more, 
with  r«ital  rehabilitation  funds 
providing  one-half  of  the  eligible 
rehabilitation  costs. 

Finally,  ciurent  S  S11.10(eK2)  applies 
high-cost  area  increases  to  ^e  ba^ 
limits  based  on  the  number  of  units  in 
the  project.  This  rule  continues  these 
increases  without  substantive  change.  A 
techoicai  change  has  also  been  made  at 
the  end  of  §  511.10(eH2)(ii)  to  clarify  diat 
the  maximum  hi^  cost  area  increase  is 
140  percent  times  the  amount  of  the 
original  limit,  making  the  ultimate  high 
cost  area  limit  240  percent  of  the 
original  maximum. 

This  amendment  applies  to  all  rental 
rehabilitation  grant  amounts  that  had 
not  been  committed  by  grantees  to 
specific  local  projects  (as  defined  in 
§  511.2)  as  of  the  effective  date  of  the 
1987  Act,  February  5, 1988.  Thus, 
grantees  with  uncommitted  FY 1984. 

1985. 1986.  or  1987  funds  may  commit  « 
those  funds  to  projects  in  accordance 
with  the  new  hi^ier  per-unit  limits.  Of 
course,  grantees  continue  to  have 
discretion  to  set  the  amount  of 
assistance  they  will  provide  to 
particular  projects  up  to  the  maximums 
permitted  by  Part  511.  For  example,  the 
grantee  is  not  required  to  make 
available  $6,800  for  each  one-bedroom 
unit 

5.  Seismic  standai'ds.  Section  150(d)  of 
the  1987  Act  provides  that  if  a  unit  of 
general  local  government  has  a  local 
ordinance  that  requires  rehabilitation  to 
meet  seismic  standards,  it  may  use  all 
the  rental  rehabilitation  grant  amounts 
that  it  receives  to  rehabilitate  units  with 
no  bedrooms  or  one  bedroom,  if  die 
occupants  of  the  units  will  have  incomes 
that  do  not  exceed  50  percent  of  the 
median  income  for  the  area. 

It  is  HUD’s  understandipg  that  a  few 
units  of  general  local  government 
(perhaps  oniy.one).in  earthquake  prone 
areas  have  large  numbers  of  one- 
bedroom  apartments  requiring 
rehabilitation  to  meet  local  seismic 


standards  if  they  are  to  continue  to  be 
safelybccujned  by  their  current  very 
low-income  residents.  Section  511.10{k) 
currently  requires  grantees  to  use  70 
percent  or  more  of  each  year's  grant 
funds  to  rehabilitate  units  containing  ' 
two  or  more  bedrooms,  unless  a  lower 
standard  is  approved  by  HUD.  Section 
511.10(kJ  in  turn  implements  section 
17(c)(3)(A),  which  requires  HUD  to 
assure  toat  an  equitable  share  of  grant 
funds  is  used  to  rehabilitate  units 
suitable  for  large  families. 

Although  section  ISt^d)  could  be  read 
literaHy  and  broadly  to  relieve  local 
governments  from  complying  with 
§  511.10{k)  and  section  17tc)(3)tA)  for 
their  entire  rental  rehabilitation 
programs  merely  by  enacting  an 
ordinance  which  requires  rehabilitation 
to  meet  seismic  standards,  HUD 
believes  that  an  interpretation  whidi 
would  so  emasculate  section  17(c)(3)(A) 
and  §  511.10(k)  was  mrt  intended. 
Congress  has  been  particularly 
concerned  about  the  production  of  units 
fw  large  families  in  the  program  and  it 
should  not  be  presumed  to  have  allowed 
such  a  broad  exception. 

HUD  believes  that  Congress  intended 
only  to  relieve  affected  grantees  from 
the  need  to  comply  with  section 
17(c)(3)(A)  and  $  S11.10(h)  to  the  extent 
that  the  grantee  actually  uses  its  rental 
rehabilitation  grant  amounts  to 
rehabilitate  units  initially  occupied  by 
very  fow-income  ihmilies  to  meet  ioc^y 
required  seismic  standards.  Therefore, 
the  interim  rule  would  amend  { 
to  add  a  new  paragraph  (2)  vWiich 
provides  in  substance  that  HUD  will, 
through  data  reported  by  grantees  to 
HUD  under  the  program’s  Cash  and 
Management  Information  System, 
detennine  compliance  with  the  existing 
70  percent  two-bedroom  requirement  of 
§  511.10{k)  by  excluding  &om  the  base 
upon  which  the  70  percent  is  calculated 
the  amount  of  its  grant  that  a  grantee 
uses  to  rehabilitate  to  required  seismic 
standards  units  initially  occupied  by 
very  low-inconm  persons.  In  addition, 
the  grantee  is  required  to  indude  in  its 
program  description  a  citation  the 
local  seismic  standaurd  ordinance. 

The  rule  allows  any  grantee,  including 
an  urban  county.  State  or  consortium,  to 
exclude  grant  amounts  used  to 
rehabilitate  less  than  two-bedroom,  very 
low-income  units  to  meet  seismic 
standards,  as  long  as  the  rehabilitation 
meets  seismic  standards  required  by  the 
jurisdiction  in  which  such  property  is 
located.  Rehabilitation  to  meet  seismic 
standards  required  only  by  State  law  is 
-not  coveredl)y  section  150(d)  or  by 
§  511.10(k)(2).  as  amended  by  this 
Interim  rule^Turthennore,  in  accordance 
<  with  program  policy  with  respect  to 


other  per-unit  limitations,  the  rule  does 
not  require  grantees  to  detennine 
whether  the  rental  rehabilitation  funds 
themselves,  or  the  owner's  matching 
funds,  were  used  to  rehabilitate  the 
project  to  seismic  standards.  As  long  as 
a  imit  did  not  meet  local  seismic 
standards  immediately  before  the 
rehabilitation  and  the  unit  is  brought 
into  compliance  as  a  result  of  the 
rehabilitation,  the  unit’s  proportionate 
share  of  foe  total  grant  amount 
expended  on  the  project  may  be 
exduded  from  the  70  percent  two- 
bedroom  calculation,  to  the  extent 
smaller  units  in  the  project  are  occupied 
by  very  low-income  families  after 
rehabilitation. 

The  provisions  of  the  interim  rule  on 
rehabilitation  to  meet  seismic  standards 
(i  511.10(k)(2))  apply  prospectively  only 
to  FY  1988  and  later  year  grant  fonds. 

Finally,  the  interim  rule  includes  foe 
policy  HUD  has  announced  in  its  annual 
fund  allocation  notioes  for  1985, 1986 
and  1987  concerning  three  or  more 
bedro(^  units.  Secthm  103(c)(2)  of  foe 
Housing  and  Community  Devel^ment 
Technical  Amendments  Act  of  1984 
(Pub.  L  96-479)  revised  section 
17(c](3)(A]  of  the  United  States  Housing 
Act  of  1937  to  clarify  that  foe  Secretary 
shall  assure  that  an  equitable  share  of 
funds  is  used  to  provide  units  for 
families  with  chikiren.  particularly  lai^ 
families  requirmg  three  or  more 
bedroom  uivits.  Tlie  Department 
determined  that  the  three  or  more 
bedroom  feature  of  this  ameiulmeBt 
could  be  satisfied  if  at  least  15  percent 
of  the  units  rehabilitated  imtionwide 
with  Rental  Rehabilitation  Program 
grant  amounts  are  units  of  three  or  more 
bedrooms.  Section  511.10(k)(l)  of  the 
interim  rule  has  been  revis^  to  reflect 
that  determination  and  to  provide  foat 
HUD  reserves  the  right  to  establish 
mandatory  three  or  more  bedroom  unit 
targets  for  specific  grantees  if  the 
national  goal  is  in  danger  of  not  being 
met.  or  if  HUD  finds  tlmt  a  grantee’s 
production  of  three  or  more  bedroom 
units  is  significantly  below  that  of 
similarly  situated  grantees.  Section 
511J20(b](4)  is  also  being  revised  to 
requ’ire  grantees  to  explain  in  their 
program  descriptions  how  they  will  give 
selection  priority  to  projects  containing 
three  or  more  b^room  units. 

6.  Administrative  expenses.  Section 
150|e)  of  the  1987  Act  expressly 
authorizes  States  and  formula  cities  and 
ceuuties  to  retain  up  to  10  percent  of  any 
rental  rehabilitation  grant  amounts  they 
receive  for  administrative  expenses  in 
operating  the  program.  However,  foe 
statutoiy  langdOge  and  the  legislative 
history  do  not  support  allowing  HUD- 


25464 


Federal  Reglsier  /  Vol.  53.  No.  123  /  Wednesday,  July  6,  1980  /  Rules  and  Regulations 


administered  grantees  to  retain  up  to  10 
percent  of  their  respective  grants  for 
administrative  costs,  despite  the 
apparent  inequity  of  this  result.  In 
section  17,  as  a  whole,  the  phrase 
“receiving  resources  under  subsection 
(b),”  which  is  used  in  section  150(e). 
generally  refers  to  rental  rehabilitation 
formula  grantees,  and  the  Conference 
Report  on  the  1387  Act  (H.R.  Rep.  No. 
100-426,  November  6, 1987)  confirms 
that  Congress  intended  to  exclude  liUD- 
admiriistered  grantees  from  the 
administrative  costs  authority.  At  page 
180,  speaking  of  section  150(c),  that 
Report  states:  'The  conference  report 
contains  the  House  provision  with  an 
amendment  to  require  that  fees  be 
shared  where  local  governments 
administer  the  program  in  connection 
with  the  State  and  to  permit  entitlement 
communities  to  use  up  to  10  percent  of 
the  grant  for  administrative  expenses." 
(Emphasis  added.)  HUD  believes  that 
the  phrase  “entitlement  communities" 
must  refer  to  formula  grantees,  and  not 
to  HUD-administered  grantees,  who 
apply  directly  to  HUD  for  funds  with  no 
expectation  of  any  particular  formula- 
based  or  quasi-entitlement  grant 
amount. 

Although  section  150(e)  docs  not 
specifically  mention  admJnistrative 
expenses  by  consortia,  the  Department 
sees  no  reason  to  exclude  those  entities 
from  the  benefits  of  section  150(e).  On 
the  contrary,  section  17(k)  (final 
undesignated  paragraph)  requires  the 
Secretary  to  encourage  consortia  to 
participate  in  the  program,  and  denying 
them  benefits  available  to  other 
grantees  would  have  the  opposite  effect. 

Although  the  statute  does  not  define 
the  term  “administrative  expenses,” 

HUD  is  under  an  executive  mandate  to 
adopt  the  cost  eligibility  standards  of 
0MB  Circular  A-87,  except  as  such 
standards  are  inconsistent  with  the  law 
governing  the  Rental  Rehabilitation 
Program.  After  review  of  A-87  and  the 
program  legislation,  HUD  is  adopting  A- 
87  as  the  standard  for  grantee 
administrative  expense  eligibility 
without  change. 

Like  any  other  eligible  grantee,  a  State 
is  not  required  to  use  any  of  its  grant 
amount  for  administrative  costs,  but  if  it 
does  so,  the  statute  does  require  the 
State  to  make  available  to  units  of 
general  local  government  some  portion 
of  the  retained  percentage,  if  a  unit  of 
local  govemm.ent  incurs  any 
administrative  costs  eligible  under  OMB 
Circular  A-87  w  ith  respect  to  the 
program.  While  HUD  wish  as  to 
minimize  the  extent  to  which  it  must 
oversee  the  iel.;tionship  between  a  State 
and  its  subrecipient  units  of  general 


local  government,  I  lUD  must  establish 
procedures  which  are  reasonably 
designed  to  assure  that  States  com.ply 
with  their  statutory  cost-sharing 
mandate,  and  which  pennit  HUD  to 
monitor  such  compliance,  like  any  other 
statutory  obligation.  In  order  to 
maximize  grantee  flexibility,  current 
regulations  have  been  interpreted  to 
permit  a  wide  variety  of  administrative 
arrangements  between  States  and  units 
of  general  local  government  relative  to 
the  distribution  of  funds,  selection  of 
projects,  review  of  rehabilitation  costs, 
negotiations  with  owners  and  entering 
into  project  agreements,  and  other 
program  operations  and  monitoring. 

(This  interim  rule  makes  technical 
changes  to  §  511.51  intended  to  clarify 
this  flexibility.)  However,  current 
regulations  also  require  State  grantees 
to  document  their  administrative 
arrangements  with  their  units  of  general 
local  government  through  “appropriate" 
written  agreements  designed  to  assure 
compliance  with  section  17  and  Part  511 
(see  §  511.51(b)(1)). 

Similarly,  HUD  is  requiring  by  this 
rule  that  the  State's  written  agreements 
w'ith  local  governments  participating  in 
the  State’s  program  specify  the  functions 
that  the  unit  of  general  local  government 
shall  perform  and  the  procedures  by 
which  the  local  governm.ent’s 
compensation  for  administrative 
expenses  incurred  in  performing  those 
functions  is  to  be  calculated  and  paid. 
The  description  of  functions  may  be  as 
general  or  as  specific  as  the  State  cares 
to  make  it.  The  more  general  the 
description,  the  more  latitude  local 
governments  will  have,  but  the  State 
may  wish  to  control  the  performance  of 
local  governments  more  closely,  which  it 
may  also  do  through  more  detailed 
elaboration  of  relative  functions  in  the 
agreem.ent.  HUD  will  not  review  the 
substance  of  these  cost-sharing 
arrangements,  either  before  or  after  the 
fact,  but  it  will  monitor  and  review  to 
assure  that  all  administrative  costs 
being  paid  with  grant  funds  are  in 
accordance  with  OMB  Circular  A-87, 

By  way  of  example,  the  most  likely 
situation  in  a  mixed  model  State  is  that 
both  the  State  and  units  of  geneal  local 
government  will  incur  eligible 
administrative  expenses,  and  they  will 
exceed  in  total  the  percentage  of  the 
grant  the  State  has  elected  to  use  for 
administrative  expenses  (not  to  exceed 
10  percent).  The  State-local  agreement 
should  anticipate  this  situation  and 
provide  how  reimbursement  will  be 
apportioned.  The  statute  mandates  that 
a  unit  of  general  local  government  that 
incurs  eligible  costs  must  receive  some 
reimbursement,  but  not  necessarily  the 


same  percentage  as  the  State.  An 
agreement  might  also  provide  a 
maximum  amount  that  a  local 
government  could  receive  for 
administrative  expenses;  if  it  incurred 
more  otherwise  eligible  expenses  than 
that,  no  additional  reimbursement 
would  be  paid. 

On  the  other  hand,  in  a  State  which 
distributes  all  funds  to  State  recipients 
which  carry  out  the  program  with  the 
minimum  of  State  supervision,  the  State 
may  simply  provide  that  each  Stale 
recipient  may  receive  10  percent  of  the 
State  recipient's  portion  of  the  State's 
grant  for  administrative  costs,  and  each 
State  recipient  may  expend  these  funds 
for  any  eligible  administrative  cost.  That 
would  be  pe’'fectly  acceptable  when 
included  in  an  agreement  between  the 
State  and  each  State  recipient. 

Grantees  are  also  required  by  the 
interim  rule  to  draw  down  amounts  for 
administrative  expenses  in  accordance 
with  the  program’s  Cash  and 
Management  Information  System  under 
§  511.74,  as  closely  as  possible  to  the 
need  for  payment  (the  usual  standard). 
The  interim  rule  makes  technical 
amendments  to  §  511.74  to  accommodate 
drawdowns  for  administrative  expenses. 
Notwithstanding  the  authority  of  States 
to  pennit  State  recipients  to  draw  down 
rehabilitation  funds  for  projects  directly. 
HUD  is  requiring  that  all  funds  for 
administrative  expenses  be  drawn  down 
by  States.  The  State  will  either  retain 
the  funds  or  pay  them  to  a  unit  of 
general  local  government,  as  agreed 
between  tlie  State  and  the  unit.  This 
decision  requires  the  State  initially  and 
continually  to  enforce  its  division  of 
funds  with  its  units  of  general  local 
government,  rather  than  HUD. 

Finally,  HUD  has  determined  that  the 
maximum  amount  permissible  for 
administrative  expenses  must  be  based 
upon  10  percent  or  less  of  a  grantee’s 
initial  grant  obligation  for  a  fiscal  year 
and  that  only  FY  1988  and  later  year 
funds  are  available  fur  administrative 
costs.  These  decisions  are  based  on  both 
equity  and  administrative  convenience. 

As  to  the  use  of  FY  1908  and  later 
year  funds,  all  grantees  accepted  their 
previous  grants  without  the  benefit  of 
administrative  expense  reimbursement. 
Some  grantees  have  already  totally  or 
largely  expended  their  funds  for  past 
yea.-s.  Since  there  is  no  available  source 
of  funds  to  provide  administrative  cost 
reimbursement  for  grantees  that  have 
already  expended  their  funds,  it  would 
be  unfair  to  give  slower  performing 
grantees  the  benefit  of  additional  funds 
for  administrative  costs.  However.  FY 
1988  and  later  year  funds  may  be  used 
to  administer  any  part  of  a  grantee’s 
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program,  not  just  projects  that  are  being 
undertaken  with  FY  1988  and  later  year 
funds.  In  addition,  pursuant  to  the  “pre¬ 
agreement”  costs  authority  in  OMB 
Circular  A-87,  HUD  is  authorizing 
grantees  to  incur  eligible  administrative 
costs  after  February  5, 1988,  and  prior  to 
the  effective  date  of  this  rule,  and  then 
to  reimburse  themselves  from  FY  1988 
funds  after  the  effective  date  of  this  rule 
for  such  otherwise  eligible 
administrative  costs. 

The  Department  has  determined  that 
10  percent  of  a  grantee’s  initial  grant 
obligatian  for  a  particular  fiscal  year 
will  be  the  maximum  available  to  the 
grantee  for  administrative  expenses 
from  that  year’s  appropriation. 

The  Department  considered  and 
rejected  an  alternative  approach  that 
would  have  based  the  administrative 
expense  limitation  on  10  percent  of  the 
grant,  including  all  reallocations  and 
excluding  all  deobligations.  To  make 
such  a  limitation  workable,  HUD  would 
have  been  required  to  adopt  a  policy  of 
consistently  deobligating  administrative 
funds  in  proportion  to  the  amount  of  any 
project  funds  deobligated,  and  allowing 
grantees  receiving  realloctions  to  use  an 
additional  10  percent  of  each 
reallocation  for  administrative 
expenses.  The  rejected  deobligation 
policy  would  have  presented  problems 
under  section  17(1)  of  the  1937  Act. 
which  prohibits  HUD  from 
administratively  reducing,  or 
recapturing  from  future  grants,  grants 
which  have  already  been  expended  on 
eligible  activities.  Grantees  tend  to 
expend  administrative  funds  at  a  faster 
rate  than  project  funds  are  committed, 
and  authority  to  deobligate  funds  under 
§  511.33(c)  is  based  primarily  on  lack  of 
progress  by  grantees  in  committing 
project  funds.  Therefore,  HUD  is  unable 
under  section  17(1)  routinely  to 
deobligate  expended  administrative 
funds,  in  proportion  to  the  amount  of 
grant  funds  that  are  deobligated,  unless 
HUD  were  to  establish  a  program 
requirement  that  grantees  may  only 
incur  or  drawdown  their  administrative 
funds  in  proportion  to  their  progress  in 
committing  funds. 

Such  a  requirement  would  be  an 
undue  restriction  on  grantees’  discretion 
in  structuring  their  program  operations, 
contrary  to  the  Program’s  emphasis  on 
State  and  local  discretion,  and  would 
fail  to  take  into  account  that  most 
grantees  legitimately  have  much  heavier 
administrative  expenses  early  in  the 
program  year.  For  example,  most 
grantees  develop  standard  program 
documents,  advertise  for  project 
developers  and  select  projects 
competitively,  before  making  most  of 


their  project  commitments.  State 
programs,  in  particular,  incur 
administrative  costs  at  widely  varying 
rates. 

A  determination  that  administrative 
funds  may  not  be  routinely  deobligated 
in  proportion  to  §  511.33(c)  deobligations 
tend  to  mandate  that  grantees  not  be  ' 
permitted  to  use  10  percent  of  any 
reallocations  they  may  receive  for 
administrative  costs,  since  these 
deobligations  are  the  principal  source  of 
funds  for  reallocation.  While  there  is  no 
legal  limitation  specifically  prohibiting 
the  use  of  more  than  10  percent  of  the 
total  annual  Rental  Rehabilitation 
appropriation  for  administrative  costs, 
such  an  administratively  imposed 
limitation  is  consistent  with  the  spirit  of 
the  legislation.  Furthermore,  while 
HDD’s  §  511.33  deobligation/ 
reallocation  policies  are  intended  to 
create  an  incentive  for  grantees  to 
utilize  their  funds  expeditiously,  HUD 
believes  that  the  provision  of  additional 
administrative  funds  could  be 
counterproductive  and  would  reduce  the 
amount  of  funds  available  for 
rehabilitating  units  for  lower  income 
tenants.  In  fact,  with  proper  use  of  local 
economies  of  scale  and  scheduling  the 
use  of  the  additional  funds,  HUD  does 
not  believe  that  additional  project  funds 
will  result  in  a  substantial  need  for 
additional  administrative  funds.  Finally, 
a  grantee,  of  course,  must  request  and 
accept  any  reallocation  it  receives.  If  a 
grantee  does  not  have  sufficient 
resources  to  administer  a  reallocation,  it 
should  not  request  or  accept  the 
additional  funds. 

HUD  emphasizes  that  any  funds 
which  have  not  been  committed  to 
projects  on  a  timely  basis  or  drawn 
down  for  administrative  costs  (as  shown 
under  the  grantee’s  account  in  the 
program’s  Cash  and  Management 
Information  System)  are  available  for 
deobligation.  HUD  will  not  routinely 
allow  a  grantee  to  retain  up  to  10 
percent  of  its  grants  for  administrative 
expenses  if  eligible  costs  have  not  been 
incurred  and  drawn  down.  A  technical 
amendment  ot  §  511.33  has  been 
included  in  the  interim  rule  to  authorize 
deobligation  of  unutilized  funds  set 
aside  in  the  grantee’s  account  in  the 
program’s  Cash  and  Management 
Information  System  for  administrative 
expenses,  in  connection  with  other 
§  511.33(c)  deobligations.  In  addition, 
HUD  notes  that  one  of  the  principal 
standards  for  cost  eligibility  under  OMB 
Circular  A-87  is  that  costs  must  be 
“reasonable  and  necessary.”  In 
particular  cases,  very  substantial  lack  of 
progress  in  relation  to  high  levels  of 
administrative  costs  could  be  factors 


contributing  to  HUD  determining  that 
some  administrative  costs  are  not 
“reasonable  and  necessary,”  are  hence 
ineligible,  and  therefore  are  subject  to 
recapture  in  a  remedial  action  under 
§  511.82(c)(3). 

7.  Temporary  Authority  to  Use  States' 
Allocation  Funds  in  FmHA-eligIble 
Areas.  Section  311  of  the  1937  Act 
provides  that  any  rental  rehabilitation 
grant  amount  provided  to  a  State  under 
section  17  that  is  unutilized  from  any 
prior  fiscal  year  shall  be  available  for 
use  in  areas  eligible  for  assistance  under 
title  V  of  the  Housing  Act  of  1949,  which 
is  administered  by  the  Farmers  Home 
Administration  (FmHA).  This  authority 
terminates  on  September  30, 1989,  and  is 
described  as  a  demonstration. 

'This  demonstration  does  not 
contemplate  a  special  announcement 
and  distribution  of  funds  to  State 
grantees;  it  operates  on  uncommittted 
prior  years’  funds  currently  in  the  hands 
of  States.  In  FY  1989,  FY  1988  funds 
remaining  uncommitted  by  States  will 
also  be  available  for  the  demonstration. 
HUD  will  furnish  instructions  to  affected 
grantees  with  respect  to  identifying  in 
the  Cash  and  Management  Information 
System  projects  which  are  undertaken 
in  title  V-eligible  areas,  to  assure  that 
funds  are  not  committed  prematurely  to 
such  projects  and  to  facilitate  HDD’s 
preparation  of  the  necessary  report  to 
Congress  on  the  demonstration. 

Pursuant  to  the  preagreement  costs 
authority  in  ONffl  Circular  A-87,  HUD  is 
authorizing  grantees  and  owners  to 
incur  otherwise  eligible  soft  costs  for 
projects  in  rural  areas  after  February  5, 

1988,  and  prior  to  the  effective  date  of 
this  rule,  but  these  projects  may  not  be 
set  up  in  the  C/MI  System,  construction 
commenced  or  funds  disbursed  until  the 
rule  is  effective. 

Under  this  demonstration,  the  rules 
for  use  of  reallocated  funds  in  title  V- 
eligible  areas  by  States  are  the  same  as 
those  for  any  other  funds  appropriated 
for  the  same  fiscal  year,  without  regard 
to  when  the  reallocation  grant  is  made 
or  the  type  of  grantee  from  which  the 
reallocated  funds  came.  That  is,  FY 
1984, 1985, 1986,  and  1987  funds  are 
immediately  available  for  use  in  title  V- 
eligible  areas,  whether  they  have 
already  been  reallocated  to  a  State 
grantee  or  are  reallocated  (if  possible) 
later  this  year.  (In  accordance  with 
statutory  limitations,  funds  appropriated 
for  fiscal  years  1984  and  1985  which  are 
deobligated  in  1988  and  later  years  are 
not  available  for  reallocation.)  In  FY 

1989,  fiscal  year  1988  funds  will  also  be 
available  for  projects  in  title  V-eligible 
areas.  The  standards  for  deobligation 
and  reallocation  under  section  17(b)(3) 
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of  the  statute  and  §  511.33  of  the 
regulations  remain  in  effect  and  will 
continue  to  be  followed  by  HUD. 

However,  this  demonstration  is  not 
available  in  States  with  HUD- 
administered  programs.  The  language  of 
section  150(e)  clearly  states  that  a 
"grant  amount  provided  to  a  State"  is 
available  for  use  in  a  title  V-eligible 
area.  HUD-administered  grantees  are 
not  States,  and  they  receive  their  grants 
directly  from  HUD,  which  is  obviously 
not  a  State.  Also,  the  language  of  section 
17(e)(2)  provides  that  HUD  shall 
establish  regulations  and  procedures  for 
HUD-administered  programs  which  are 
comparable  to  those  for  cities  and  urban 
counties  receiving  direct  grants.  In  this 
case,  however,  the  issue  is 
comparability  between  States,  not 
between  other  direct  grantees,  so 
section  17(e)(2)  is  not  relevant  to  this 
point.  Therefore,  the  prohibition  against 
using  rental  rehabilitation  funds  in  title 
V-eligible  areas  remains  in  effect  as  to 
grantees  participating  in  a  HUD- 
administered  State  Rental  Rehabilitation 
Program. 

Notice  and  Comment  Rule  Making 

The  Department  believes  that  the 
need  for  prompt  implementation  of 
sections  150  (a),  (c),  (d),  (e)  and  311  of 
the  1987  Act,  as  contemplated  by  this 
rule,  makes  prior  notice  and  comment 
impracticable  and  contrary  to  the  public 
interest.  Each  of  the  statutory  provisions 
implemented  makes  the  Rental 
Rehabilitation  Program  more  accessible 
and  usable  to  program  participants,  thus 
improving  the  ability  of  the  program  to 
achieve  its  objective  of  helping  to 
increase  the  supply  of  affordable 
housing  for  lower  income  families.  For 
these  reasons,  the  Department  does  not 
believe  that  it  is  appropriate  to  subject 
this  rule  to  notice  and  comment 
rulemaking  before  making  it  effective. 
On  the  contrary,  the  Department 
believes  that  the  public  interest  is  better 
serx'ed  by  ensuring  that  the  benefits 
contained  in  sections  150  (a),  (c),  (d),  (e) 
and  311  are  made  available  to  the  public 
as  soon  as  possible. 

Findings  and  Certifications 

A  Finding  of  No  Significant  Impact 
with  respect  to  the  environment  has 
been  made  in  accordance  with  HUD 
regulations  in  24  CFR  Part  50,  which 
implement  section  102(2)(C)  of  the 
National  Environmental  Policy  Act  of 
1969.  The  Finding  of  No  Significant 
Impact  is  available  for  public  inspection 
during  regular  business  hours  in  the 
Office  of  the  Rules  Docket  Clerk,  OfHce 
of  General  Counsel,  Room  10276, 
Department  of  Housing  and  Urban 


Development,  451  Seventh  Street,  SW., 
Washington,  DC  20410. 

This  rule  does  not  constitute  a  "major 
rule"  as  that  term  is  defined  in  section 
1(b)  of  Executive  Order  12291.  Analysis 
indicates  that  it  does  not:  (1)  Have  an 
annual  effect  on  the  economy  of  $100 
million  or  more;  (2)  cause  a  major 
increase  in  costs  or  prices  for 
consumers,  individual  industries. 

Federal,  State  or  local  government 
agencies,  or  geographic  regions;  or  (3) 
have  a  significant  adverse  effect  on 
competition,  employment,  investment, 
productivity,  innovation,  or  on  the 
ability  of  United  States-based 
enterprises  to  compete  with  foreign- 
based  enterprises  in  domestic  or  export 
markets.  ' 

Pursuant  to  the  provisions  of  5  U.S.C. 
605(b)  (the  Regulatory  Flexibility  Act), 
the  undersigned  hereby  certifes  that 
this  rule  does  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities.  The  rule 
implements  several  statutory  provisions 
that  improve  the  Rental  Rehabilitation 
Program.  These  changes  will  have 
neither  a  significant  economic  impact 
on,  nor  an  effect  on  a  substantial 
number  of,  small  entities. 

The  Catalog  of  Federal  Domestic 
Assistance  Program  number  is  14.230. 
This  rule  was  listed  as  Sequence  No.  995 
in  the  Department’s  Semiannual  Agenda 
of  Regulations  published  on  April  25, 
1988  (53  FR 13854)  under  Executive 
Order  12291  and  Regulatory 
Flexibility  Act. 

List  of  Subjects  in  24  CFR  Part  511 

Rental  rehabilitation  grants. 
Administrative  practice  and  procedure. 
Grant  programs:  housing  and  community 
development  Low  and  moderate  income 
housing.  Reporting  and  recordkeeping 
requirements. 

Accordingly,  24  CFR  Part  511  is 
amended  to  read  as  follows: 

PART  511— RENTAL  REHABILITATION 
GRANT  PROGRAM 

1.  The  authority  citation  for  Part  511 
continues  to  read  as  follows: 

Authority:  Sec.  17,  United  States  Housing 
Act  of  1937  (42  U.S.C.  1437o):  sec.  7(d), 
Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  353S(d)). 

2.  Section  511.1  is  revised  to  read  as 
follows: 

§  51 1.1  Applicability  and  purpose. 

(a)  This  part  implements  the  Rental 
Rehabilitation  Program  contained  in 
section  17  of  the  United  States  Housing 
Act  of  1937.  As  more  fully  described  in 
this  part,  the  program  authorizes  the 
Secretary  of  Housing  and  Urban 


Development  to  make  rental 
rehabilitation  grants  to  help  support  the 
rehabilitation  of  eligible  real  property  to 
be  used  for  primarily  residential  rental 
purposes,  and  to  pay  for  eligible 
administrative  costs  of  grantees  (not  to 
exceed  10  percent  of  a  grantee’s  initial 
grant  obligation  for  FY 1988  and  later 
years).  Grants  are  made  on  a  formula 
basis  to  cities  having  populations  of 
50,000  or  more,  urban  counties.  States, 
and  qualifying  consortia  of 
geographically  proximate  units  of 
general  local  government.  States  may 
use  all  or  part  of  their  grants  to  carry  out 
their  own  rental  rehabilitation  programs 
or  to  distribute  them  to  eligible  units  of 
general  local  government.  HUD  will 
administer  a  State's  grant  if  the  State 
chooses  not  to  do  so. 

(b)  The  purpose  of  the  program  is  to 
help  provide  affordable,  standard 
housing  for  lower  income  families  and  to 
increase  the  availability  of  housing  units 
for  the  use  of  voucher  and  certificate 
holders  under  Section  8  of  the  United 
States  Housing  Act  of  1937.  Subject  to 
the  availability  of  vouchers  and 
certificates  as  determined  by  HUD,  HUD 
will  allocate  such  assistance  for  use  in 
connection  with  the  program  to 
minimize  the  displacement  of  families 
residing  in  projects  to  be  rehabilitated 
with  rental  rehabilitation  grants,  and  to 
assist  families  who  move  from  projects 
undergoing  assisted  rehabilitation 
activities. 

3.  Section  511.3  is  revised  to  read  as 
follows: 

§  51 1.3  Technical  assistance. 

Subject  to  the  availability  of 
appropriations,  the  Secretary  is 
authorized  to  enter  into  grants, 
contracts,  or  cooperative  agreements  to 
provide  technical  assistance  to 
participants  in  the  Rental  Rehabilitation 
Program.  Technical  assistance  is  the 
provision  of  skills  or  knowledge  by 
those  organizations  or  individuals  that 
possess  them  to  program  participants  to 
help  them  plan,  develop,  or  administer 
their  rental  rehabilitation  programs  and 
activities  more  effectively.  Technical 
assistance  includes,  but  is  not  limited  to, 
the  collection,  processing,  and 
dissemination  of  program  information 
useful  for  local  and  national  program 
management.  The  assistance  may  be 
provided  in  several  forms  including,  but 
not  limited  to,  written  information, 
person-to-person  exchanges,  seminars, 
workshops,  or  training  sessions. 

4.  Section  511.4  is  revised  to  read  as 
follows: 
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§  51 1.4  Administrative  expenses. 

(a)  Any  formula  grantee  (which  does 
not  include  units  of  general  local 
government  receiving  grants  from  HUD 
as  provided  in  §  511.52)  may  use  not  to 
exceed  10  percent  of  the  grant  amount 
initially  obligated  to  the  grantee  for 
Federal  fiscal  year  1988  and  later  fiscal 
years  for  administrative  costs  eligible 
under  paragraphs  (b)  and  (c)  of  this 
section.  Eligible  grantees  may  draw 
down  funds  to  pay  for  eligible 
administrative  costs  through  HUD’s 
Cash  and  Management  Information 
System  in  accordance  with  §  511.74  of 
this  part. 

(b)  Eligible  administrative  expenses 
are  reasonable  and  necessary  costs,  as 
described  in  0MB  Circular  A-87. 
incurred  by  the  grantee  itself,  or  by  a 
unit  of  general  local  government 
pursuant  to  a  written  cost-sharing 
agreement  with  a  State  grantee  (see 

§  511.51(a)  of  this  part),  in  carrying  out 
the  Rental  Rehabilitation  Program  in 
accordance  with  this  part. 

Administrative  expenses  do  not  include 
costs  of  rehabilitation  which  are 
incurred  by  and  charged  to  project 
owners  as  eligible  project  costs  under 
§  511.10(g)  of  this  part. 

(c)  A  State  grantee  shall  detennme  the 
amount  of  its  rental  rehabilitation  grant 
that  it  will  permit  to  be  used  for 
administrative  expenses,  not  to  exceed 
the  maximum  permitted  by  this  section 
The  State  grantee  shall  share  the 
amount  of  its  rental  rehabilitation  grant 
designated  for  administrative  expenses 
with  units  of  general  local  government 
that  incur  eligible  administrative  costs 
in  carrying  out  the  Rental  Rehabilitation 
Program,  whether  the  unit  of  general 
local  government  receives  a  distribution 
of  funds  from  the  State  and  selects  and 
manages  projects  independently  as  a 
State  recipient  or  whether  it  performs 
less  comprehensive  functions  by 
agreement  with  the  State.  Before  any 
eligible  administrative  expenses  are 
incurred  by  a  unit  of  general  local 
government  under  a  State’s  grant  in  FY 
1988  or  any  later  fiscal  year,  the  cost¬ 
sharing  arrangement  shall  be  specified 
in  a  written  agreement  pursuant  to 

§  511.51(a)  of  this  part  between  the  State 
grantee  and  each  unit  of  general  local 
government  that  receives  payment  from 
the  Stale  for  administrative  expenses 
under  this  part.  HUD  will  not  review  the 
relative  sharing  of  administrative 
expenses  between  the  State  and 
affected  units  of  general  local 
government,  but  pursuant  to  §§  .51 1.73 
and  511.80  it  will  review  and  audit  the 
State’s  program  on  the  eligibility  of 
administrative  expenses  paid  with 
program  funds. 


§511.10  [Amended] 

5.  In  §  511.10.  paragraphs  (e)(2)  and  (k) 
are  revised,  to  read  as  follows: 

*  *  *  *  ★ 

(e)  *  *  * 

(2)  Per  unit,  (i)  Except  as  provided  in 
paragraph  (e)(2)(ii)  of  this  section,  the 
amount  of  a  rental  rehabilitation  grant 
for  any  project  may  not  exceed  the  sum 
of  the  following  dollar  amounts  for 
dwelling  units  in  the  project: 

(A)  $5,000  per  unit  for  units  with  no 
bedrooms. 

(B)  $6,500  per  unit  for  units  with  one 
bedroom. 

(C)  $7,500  per  unit  for  units  with  two 
bedrooms. 

(D)  $8,000  per  unit  for  units  with  three 
or  more  bedrooms. 

(ii)  HUD  may  approve  higher  amounts 
for  projects  in  areas  of  high  material  and 
labor  costs,  as  provided  in  this 
paragraph  (e)(2)(ii)  where  the  grantee 
dem.onstrates  to  HUD’s  satisfaction  that 
the  higher  amount  is  necessary  to 
conduct  a  rental  rehabilitation  program 
and  that  the  grantee  has  taken  every 
appropriate  step  to  contain  the  amount 
of  the  rental  rehabilitation  grant  within 
the  dollar  limits  specified  in  paragraph 
(e)(2}|i)  of  this  section.  These  higher 
amounts  will  be  determined  as  follows: 

(A)  I  lUD  may  approve  higher  per  unit 
amounts  for  a  grantee's  entire  rental 
rehabilitation  program  up  to.  but  not  to 
exceed,  an  amount  derived  by  applying 
the  HUD-approved  High  Cost 
Percentage  for  Base  Cities  for  the  area 
to  the  applicable  per  unit  dollar  limits: 
and 

(B)  HUD  may.  on  a  project-by-pioieci 
basis,  increase  the  levels  permitted 
under  paragraph  |e)(2](i]  of  this  section 
by  multiplying  the  original  limits  by  up 
to  140  percent  and  then  adding  the 
product  to  the  original  limits  Therefore, 
the  maximum  high  cost  grant  amounts 
per  unit  that  may  be  approved  are  240 
percent  of  the  original  per  unit  limits 

(k)  Use  of  rental  rehabilitation  grants 
for  housing  for  families.  (1)  Each  grantee 
shall  ensure  that  an  equitable  share  of 
rental  rehabilitation  grant  amounts  will 
be  used  to  assist  in  the  provision  of 
housing  designed  for  occupancy  by 
families,  including  large  families  with 
children.  This  requirement  will  be 
deemed  satisfied  if  at  least  70  percent  of 
the  rental  rehabilitation  grant  amount 
made  available  to  the  grantee  is  used  to 
rehabilitate  units  containing  two  or 
more  bedrooms.  HUD  may  approve  a 
lower  percentage  standard  submitted  by 
the  grantee  in  its  program  description 
under  §  511.20,  or  thereafter,  based  on 
HUD’s  determination  that  the  lower 
standard  is  justified  by  factors  such  as  a 


short  waiting  list  of  large  families 
requiring  assistance,  the  nature  of  the 
housing  stock  available  for 
rehabilitation,  or  the  financial 
infeasibility  of  rehabilitating  larger 
units.  HUD  will  assure  that  on  a 
national  basis  at  least  15  percent  of  each 
year’s  rental  rehabilitation  grant 
amounts  are  used  to  rehabilitate  units 
containing  three  or  more  bedrooms. 

HUD  reserves  the  right  prospectively  to 
establish  three-  or  more  bedroom  unit 
targets  for  individual  grantees  if  the 
national  goal  is  in  danger  of  not  being 
met,  or  if  HUD  finds  that  a  grantee’s 
production  of  three  or  more  bedroom 
units  is  signficantly  below  that  of  ‘ 
grantees  under  similar  circumstances. 

(2)  If  a  unit  of  general  local 
government  has  an  ordinance  which 
requires  rehabilitation  to  meet  seismic 
standards,  any  grantee  may  use  up  to 
the  full  amount  of  its  annual  rental 
rehabilitation  grant  for  Federal  fiscal 
year  1988  and  later  years  (including 
reallocations  under  §  511.33(b)  of  funds 
for  the  same  fiscal  year)  without  regard 
»o  the  requirements  of  paragraph  (k)(l) 
of  this  section,  but  only  to  the  extent  it 
uses  such  grant  amounts  to  rehabilitate 
units  to  meet  the  seismic  standards 
required  by  the  local  ordinance  and  the 
units  rehabilitated  are  initially  occupied 
after  rehabilitation  by  very  low-income 
families.  The  grantee  shall  identify  as 
prescribed  by  HUD  in  reports  requii  ed 
under  the  Cash  and  Management 
Information  System  authorized  by 
§  511.74  units  which:  (i)  Have  been 
rehabilitated  to  meet  the  requirements 
of  a  local  seismic  standards  ordinance. 
and  (ii)  are  initially  occupied  by  very 
low-income  families  after  rehabilitation. 
In  determining  compliance  with 
paragraph  {k)(l)  of  this  section,  HUD 
will  multiply  the  rental  rehabilitation 
grant  amounts  for  the  projects 
containing  units  rehabilitated  to  meet 
local  seismic  standards  by  the 
percentage  of  units  in  such  projects 
which  are  rehabilitated  to  meet  seismic 
standards  and  which  are  initially 
occupied  by  very  low-income  families 
after  rehabilitation,  and  then  HUD  will 
deduct  the  product  from  the  amount  of 
the  grantee’s  rental  rehabilitation  grant 
for  the  year  (including  the  reallocations 
of  same  fiscal  year  funds).  The  grantee 
will  be  required  to  meet  the  70  percent, 
or  other  approved  percentage, 
requirement  of  paragraph  (k)(l)  of  this 
section  only  as  to  the  remainder  of  its 
annual  grant,  so  calculated. 

6.  Section  511.20lb)(4)  is  revised  to 
read  as  follows: 
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§  51 1.20  Program  descriptions. 
***** 

(b)  *  *  * 

(4)  Use  of  rental  rehabilitation  grants 
for  housing  for  families.  A  description  of 
the  grantee's  plan  to  ensure  that  an 
equitable  share  of  rental  rehabilitation 
grant  amounts  will  be  used  to  assist  in 
the  provision  of  housing  designed  for 
occupancy  by  families,  particularly 
families  requiring  three  or  more 
bedrooms.  The  grantee  will  describe 
how  it  plans  to  give  priority  to  projects 
containing  three  or  more  bedroom  units. 
If  applicable,  the  grantee  will  include  an 
explanation  of  why  it  proposes  to  use 
less  than  70  percent  of  its  rental 
rehabilitation  grant  for  the  rehabilitation 
of  units  containing  two  or  more 
bedrooms,  as  prescribed  in  §  511.10(k) 

(1)  and  (2).  Such  explanation  shall 
include  the  citation  to  any  local  seismic 
standard  ordinance. 
***** 

§511.33  (Amended] 

7.  Section  511.33(c)  is  revised  by 
adding  the  following  new  sentence  after 
the  first  sentence  thereof: 

(c)  *  *  *  In  connection  with  any  such 
deobligation  of  project  funds,  HUD  may 
also  deobligate  any  imutilized  funds  set 
aside  for  adbninistrative  expenses  in  the 
grantee’s  program  account  under  the 
Cash  and  Management  Information 
system  established  under  §  511.74.  *  *  * 

§511.50  (Amended] 

8.  Section  611.50  is  amended  by 
redesignating  the  entire  existing  text  as 
paragraph  (a),  and  by  removing  the 
period  at  the  end  and  adding  except 
as  specified  in  paragraph  (b)  of  this 
section."  A  new  paragraph  (b)  is  added 
which  reads  as  follows: 
***** 

(b)  For  fiscal  year  1988,  uncommitted 
fiscal  year  1987  and  earlier  year  funds 
may  be  used  by  State  grantees  and  units 
of  general  local  government  receiving 
funds  from  State  grantees  in  areas 
eligible  for  assistance  under  title  V  of 
the  Housing  Act  of  1949.  For  fiscal  year 
1989,  uncommitted  fiscal  year  1988  and 
earlier  year  funds  may  similarly  be  used 
by  State  grantees  and  their  units  of 
general  local  government  in  title  V- 
eligible  areas.  In  accordance  with 
statutory  limitations,  funds  appropriated 
for  fiscal  years  1984  and  1985  which  are 
deobligated  in  1988  and  later  years  are 
not  available  for  reallocation.  This 
authority  to  enter  into  commitments 
with  owners  for  projects  in  title  V- 
eligible  areas  expires  on  September  30, 
1989.  Authority  to  use  funds  in  title  V- 


eligible  areas  is  not  available  for  HUD- 
administered  programs  under  §  511.52. 

§511.51  (Amended] 

9.  Section  511.51  (a)  and  (b)  are 
revised  to  read  as  follows: 

(a)  Type  of  program.  A  State  that 
elects  to  administer  its  allocation  in 
accordance  with  §  511.50  may,  in  its 
discretion,  use  all  or  part  of  its  rental 
rehabilitation  grant  amounts  either  (1)  to 
carry  out  its  own  rental  rehabilitation 
program  without  the  active  participation 
of  units  of  general  local  government;  (2) 
to  distribute  grant  amounts  to  State 
recipients  which  independently  select, 
enter  into  commitments  with  owners  for, 
and  manage  projects,  or  (3)  to  carry  out 
mixed  programs  in  which  both  the  State 
and  all  or  some  units  of  general  local 
government  each  perform  specified 
program  functions.  In  cases  in 
paragraphs  (a)(2)  and  (3)  of  this  section. 
States  shall  enter  into  written 
agreements  with  each  State  recipient  or 
other  unit  of  general  local  government 
which  performs  administrative  functions 
in  connection  with  the  State’s  rental 
rehabilitation  grant  describing  (whether 
very  generally  or  more  specifically)  the 
functions  that  the  imit  of  general  local 
government  shall  perform  and  the  terms 
and  conditions  under  which  the  unit  of 
general  local  government  participates  in 
the  program,  including  the  procedures 
by  which  the  unit  of  general  local 
government’s  compensation  for  its 
administrative  expenses  incurred  in 
performing  the  authorized  functions  is  to 
be  calculated  and  paid. 

(b)  Program  requirements.  States  shall 
carry  out  their  rental  rehabilitation 
programs  in  accordance  with  the 
requirements  of  this  part  and  other 
applicable  laws.  In  addition.  States  that 
use  units  of  general  local  government  to 
perform  program  functions  shall: 

(1)  Ensure  that  the  units  of  general 
local  government  carry  out  their  rental 
rehabilitation  programs  in  accordance 
with  requirements  of  this  part  and  other 
applicable  laws.  States  shall  include  in 
their  agreements  with  their  units  of 
general  local  government  such 
additional  provisions  as  may  be 
appropriate  to  ensure  such  compliance 
and  to  enable  the  State  to  carry  out  its 
responsibilities  under  this  part, 
including  the  withdrawal  and 
reallocation  of  rental  rehabilitation 
grant  amounts  based  on  unit  of  general 
local  government  noncompliance 
(including  State  recipient  failure  to  meet 
a  schedule  submitted  by  the  State  under 
§  511.20(b)(9)):  and 


(2)  Conduct  such  reviews  and  audits 
of  their  units  of  local  government  as 
may  be  appropriate  to  determine 
whether  the  units  of  general  local 
government,  including  State  recipients, 
have  carried  out  their  programs  in 
accordance  with  the  requirements  of 
this  part,  whether  they  have  done  so  in  a 
timely  manner,  and  whether  they  have 
continuing  capacity  to  do  so  in  a  timely 
manner. 

***** 

10.  Section  511.74  is  revised  to  read  as 
follows: 

§  51 1.74  Disbursement  of  rental 
rehabilitation  grant  amounts:  Cash  and 
Management  Information  System. 

After  the  grantee  executes  the  grant 
agreement  and  complies  with  the 
requirements  under  Part  58  of  this  title 
for  release  of  funds,  HUD  will  disburse 
rental  rehabilitation  grant  amounts  on  a 
project-by-project  basis  or  for 
administrative  expenses  by  electronic 
funds  transfer  to  the  designated 
depository  institution  of  the  grantee,  or 
of  a  State  recipient  (funds  for  project 
rehabilitation  only).  Only  States  are 
permitted  to  request  and  receive 
disbursements  from  HUD  of  State  grant 
funds  for  administrative  expenses.  Any 
disbursement  is  conditioned  upon  the 
submission  of  satisfactory  information 
by  the  grantee  or  State  recipient  about 
the  project  or  the  administrative 
expenses  and  compliance  with  other 
procedures  specified  by  HUD  in  HUD’s 
issuances  concerning  the  Rental 
Rehabilitation  Program  Cash  and 
Management  Information  System. 

Copies  of  these  issuances  may  be 
obtained  from  HUD  Field  Offices. 
Advances  shall  be  requested  by  the 
grantee  or  State  recipient  for 
disbursement  by  HUD  as  closely  as 
possible  to  the  time  that  they  are  needed 
by  a  grantee  or  State  recipient  and  the 
owner  to  pay  eligible  rehabilitation 
costs  or  by  a  grantee  to  pay  eligible 
administrative  expenses.  Rehabilitation 
funds  shall  immediately  be  disbursed  by 
the  grantee  or  State  recipient  and  the 
owner  in  payment  for  eligible 
rehabilitation  costs  and  shall  not  be 
disbursed  at  any  time,  relative  to  a 
project’s  matching  funds,  in  any  greater 
proportion  than  the  proportion  of  rental 
rehabilitation  funds  to  matching  funds 
for  the  project. 

Dated;  June  9, 1988. 

Jack  R.  Stokvis, 

General  Deputy  Assistant  Secretary  for 
Community  Pianning  and  Development,  CD. 
[FR  Doa  88-15146  Filed  7-5-88;  8:45  am] 
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